II. Economic Functions:
In a free market economy, Futures trading performs two important economic functions, viz., price discovery and price risk management. Such trading in commodities is useful to all sectors of the economy. The forward prices give advance signals of an imbalance between demand and supply. This helps the government and the private sector to make plans and arrangements in a shortage situation for timely imports, instead of having to rush in for such imports in a crisis-like situation when the prices are already high. This ensures availability of adequate supplies and averts spurt in prices. Similarly, in a situation of a bumper crop, the early price signals emitted by futures market help the importers to defer or stagger their imports and exporters to plan exports, which avoid glut situations and ensures remunerative prices to the producers. At the same time, it enables the importers to hedge their position against commitments made for import and exporters to hedge their export commitments. As a result, the export competitiveness of the country improves.
III.
Benefits to the farmers and other stakeholders:
Farmers and growers also benefit through the price signals emitted by the futures markets even though they may not directly participate in the futures market. The futures markets, through advance price discovery lead to a shift in sale-purchase patterns during harvest and lean seasons and thereby facilitate reduction in the amplitude of seasonal price variation and help the farmer realize somewhat better price at the time of harvest. These price signals help the farmer in planning his cultivation in advance as well as to determine the kind of crop which he should prefer to raise. These signals also help him in fine tuning his marketing strategy after the harvest. Empowered with the price information the farmer is able to avoid excess sale immediately after the harvest and is also able to bargain for better prices from trade in the mandi. By providing the manufacturers and the bulk consumers a mechanism for covering price-risks, the futures market induces them to pay higher price to the producers, as the need to pass on the price-risk to farmers is obviated. The manufacturers are able to hedge their requirement of the raw materials and as also their finished products. This results in greater competition in the market and ensures viability of the manufacturing units.
Suitability of a commodity for futures trading:
Futures trading can be organized in those commodities/ markets which display some special features. The concerned commodity should satisfy certain criteria as listed below: a) the commodity should be homogenous in nature, i.e., the concerned commodity should be capable of being classified into well identifiable varieties and the price of each variety should have some parity with the price of the other varieties; b) the commodity must be capable of being standardized into identifiable grades; c) supply and demand for the commodity should be large and there should be a large number of suppliers as well as consumers; d) the commodity should flow naturally to the market without restraints either of government or of private agencies; e) there should be some degree of uncertainty either regarding the supply or the consumption or regarding both supply and consumption, f) the commodity should be capable of storage over a reasonable period of time of, say, a few months or more.
IV.
Participants in the Commodity Futures Markets:
There are three broad categories of participants in the futures markets, namely, hedgers, speculators and arbitrageurs. Hedgers are those who have an underlying interest in the specific delivery or ready delivery contracts and are using futures market to insure themselves against adverse price fluctuations. Examples could be stockists, exporters, producers, etc. They require some people who are prepared to accept the counter-party position. Speculators are those who may not have an interest in the ready contracts, i.e., the underlying commodity, etc. but see an opportunity of price movement favourable to them. They are prepared to assume the risk which the hedgers are trying to transfer in the futures market. They provide depth and liquidity to the market. While some hedgers from demand and supply side may find matching transactions, they by themselves cannot provide sufficient liquidity and depth to the market. Hence, the speculators who are essentially expert market analysers take on the risk of the hedgers for future profits and thereby provide a useful economic function and are an integral part of the futures market. It would not be wrong to say that in the absence of speculators, the market will not be liquid and may at times collapse. Arbitrageurs are those who make simultaneous sale and purchase in two markets so as to take benefit of price imperfections. In the process they help, remove the price imperfections in different markets, For example, the arbitrageurs help in bringing the prices of contracts of different months in a commodity in alignment.
V.

System of Regulation of Forward Trading:
Regulation of forward trading is done by a three tier regulatory structure, viz., the Central Government, Forward Markets Commission and the Recognized Commodity Exchanges / Associations.  The Central Government has the powers to legislate on the subject of forward trading in commodities.
Presently the subject is dealt with by the Ministry of Consumer Affairs, Food and public Distribution in the Central Government. The Central Government broadly determines the policy relating to areas such as identification of commodities as well as the territorial area in which futures / forward trading can be permitted and giving recognition to the Exchange / Association through which such trading is to be permitted. 
VI. Forward Contract (Regulation) Act:
The Commodity Future Markets are regulated according to the provisions of Forward Contract (Regulation) Act 1952. The Act broadly divides commodities into 3 categories, i.e. commodities in which forward trading is prohibited, commodities in which forward trading is regulated and residuary commodities. Under Section 17 of the F.C(R) Act, 1952, the Government has powers to notify commodities, forward trading in which is prohibited in whole or part of India. Any forward trading in such commodities in the notified area is illegal and liable to penal action. Under Section 15, Government has powers to notify commodities in which forward trading is regulated as also the area in which such regulation will be in force. Once a commodity is notified under section 15, the forward trading in such contracts (other than Nontransferable Specific Delivery Contracts) has to be necessarily between members of the recognized association or through or with any such member. Contracts other than these are illegal. Section 6 of the Act provides for powers to the Central Government to grant recognition to an association for organizing forward contracts in the commodity which is notified under Section 15. Such recognition may be for a specified period or may remain in force till revoked under Section 7 of the Act. Section 18(1) exempts the Non-Transferable Specific Delivery Contracts from the purview of regulation. However, under Section 18(3) of the Act, the Government has powers to prohibit or regulate the non-transferable specific delivery contracts in commodities also by issue of a notification. Such notifications may apply for the whole of the country or the specified part of the country. Trading in commodities where non-transferable specific delivery contracts are prohibited is illegal and liable to penal action. Trading in non-transferable specific delivery contracts in respect of regulated commodities has to be through recognized associations just as in the case of other forward contracts. The commodities that are notified neither under section 15 nor under section 17 of the Act is in common parlance referred to as free commodities. For organized forward trading in such commodities, the concerned Association or Exchange has to get a certificate of registration under Section 14B of the Act from the Forward Markets Commission. .The Act defines three types of contracts i.e. ready delivery contracts, forward contracts and options in goods. 1.Ready delivery contracts are contracts for supply of goods and payment thereof where both the delivery and payment is completed within 11 days from the date of the contract. Such contracts are outside the purview of the Act. 2.Forward Contracts, on the other hand, are contracts for supply of goods and payment, where supplies of goods or payment or both take place after 11 days from the date of contract or where delivery of goods is totally dispensed with.
3.The forward contracts are further of two types, viz., specific delivery contracts and 'other than specific delivery contracts'. The specific delivery contracts are those where delivery of goods is mandatory though delivery takes place after a period longer than 11 days. Specific delivery contracts are essentially merchandising contracts entered into by the parties for actual transactions in the commodity and terms of contract may be drawn to meet specific needs of parties as against standardized terms in futures contracts.
4.The specific delivery contracts are again of two sub-types viz., the transferable variety where rights and obligations under the contracts are capable of being transferred and the non-transferable variety where rights and obligations are not transferable.
5.Forward contracts other than specific delivery contracts are what are generally known as 'futures contracts' though the Act does not specifically define the futures contracts. Such contracts can be performed either by delivery of goods and payment thereof or by entering into offsetting contracts and payment or receipt of amount based on the difference between the rate of entering into contract and the rate of offsetting contract. Futures contracts are usually standardized contracts where the quantity, quality, date of maturity, place of delivery are all standardized and the parties to the contract only decide on the price and the number of units to be traded. Futures contracts are entered into through the Commodity Exchanges.
6."Options" in goods means an agreement, by whatever name called, for the purchase or sale of a right to buy or sell, or a right to buy and sell, goods in future and includes a put, a call, or a put and call in goods. Options in goods are prohibited under the present Act. An option contract is the right (but not the obligation) to purchase or sell a certain commodity at a pre-arranged price (the "strike price") on or before a specified date. For this contract, the buyer or seller of the option has to pay a price to his counterpart at the time of contracting, which is called the "premium; if the option is not used, the premium is the maximum cost involved. When prices move favorably, this right will not be exercised, and therefore, the purchase of options provides protection against unfavourable price movements, while permitting to profit from favourable ones. Option can give the right to buy or sell a certain amount of physical commodity, or, more commonly, they can give the right to buy or sell a futures contract.
VII.
Working of Forward Markets Commission: i. to advise the Central Government in respect of the recognition of, or the withdrawal of recognition from any association or in respect of any other matter arising out of the administration of the FC(R) Act, 1952. ii. to keep forward markets under observation and to take such action, in relation to them as it may consider necessary, in exercise of the powers assigned to it by or under the FC(R) Act, 1952. iii. to collect and whenever the Commission thinks it necessary, publish information regarding the trading conditions in respect of goods to which any of the provisions of this Act is made applicable, including information regarding supply, demand and prices and to submit to the Central Government periodical reports on the operation of the Act, and the working of forward markets relating to such goods. iv. to make recommendations generally, with a view to improving the organization and the working of forward markets. v. to undertake the inspection of the accounts and other documents of (any recognized association or registered association or any member of such association) whenever, it considers it necessary and vi. to perform such other duties and exercise such other powers as may be assigned to the Commission by or under the FC(R) Act, 1952 or as may be prescribed. • Summoning and enforcing the attendance of any person and examining him on oath;
• Requiring the discovery and production of any documents;
• Receiving evidence on affidavits;
• Requisitioning any public record or copy thereof from any office;
• Any other matter which may be prescribed. 
 Improvement of Regulatory Framework and Re-structuring of Forward Markets Commission
The F.C (R) Act enacted in 1952 does not meet the regulatory needs of a modern electronic market. Hence, the regulatory framework needs to be overhauled to bring it on par with those of similar regulators like SEBI, etc. and also to restructure and strengthen the Forward Markets Commission to meet the regulatory challenges. Hence, a Bill proposing amendments to F.C (R) Act has been approved by the Cabinet which, inter alia, provides for - Defining forward contract so as to include other commodity derivatives, definition of intermediaries, etc.  Composition and functioning of FMC.  Financial and administrative autonomy of the Commission so as to provide for recruitment of its officers and its employees, management of the affairs to vest with the Chairman, accounts and audits, and creation of an "FMC General Fund" to which all receivables except penalties will be credited. The FMC General Fund shall be used for the management of the affairs of the Commission and to enforce the provisions of the F.C(R)Act, 1952.  Levying of fees on intermediaries to finance the Commission activities. Besides, the Commission continued to regulate the markets effectively and intervened in the markets as and when required by way of revising position limits, margins etc.
VIII. Collaboration with International Regulators:
In order to strengthen its regulatory arm, FMC took steps for collaborating with regulators in other countries. FMC is also an associate member of IOSCO, an international organization of Security and Commodities Market Regulators. In addition, FMC has also signed Memorandum of Understanding with the United States Commodity Futures Trading Commission (USCFTC) and the China Securities Regulatory Commission (CSRC). The Commission in January 2010 also signed MOU with the Commissao de Valores Mobiliarios -CVM (Securities and Exchange Commission of Brazil), Brazil.
IX. Developmental Initiatives taken by Forward Markets Commission
The Commission has taken the following steps in recent years to ensure that the markets are broad based and its benefits reach all the stakeholders of the Commodity Markets.
 Promoting the participation of hedgers (producers, processors, exporters, importers, etc.) to counter balance the speculative element in the price discovery.  Increasing the awareness level of different category of stakeholders especially farmers to make them aware of the existence of as well as benefits from the futures markets, sensitization of policy makers and capacity building in the commodity sector.  Working on various models of "Aggregation" to enable the farmers to take the benefit of actual hedging on the Commodity Exchanges to manage their price risks.  Working on a project of Price Dissemination through APMCs and other centers to empower the farmers with price information.  Meeting with various stakeholders to understand their difficulties, problems and felt needs so as to align/ design policies to feasible/ desirable objectives.
1.Promotion of Hedgers" participation:
The Commission has taken various measures to promote participation of Hedgers in the commodity futures markets. In order to understand the regulatory areas that required modification for facilitation of greater hedgers" participation in the commodity futures market, periodic discussions are held with exchanges and stakeholders. Besides these regular discussions, several meetings have been held with the corporate houses at the all India level to take their suggestions for improving hedgers" participation in agri-commodities, metals and energy products.
Based on the feed back received during the meetings and market intelligence gathered, the Commission has taken several proactive steps to facilitate hedgers participation including focusing on the delivery system of the Exchanges, expanding delivery period, direct delivery, permitted exchange for physicals (EFP), at MCX and Alternate Futures Settlement (AFS) at NCDEX altered duration of contracts, quality related issues and relaxing near-month open interest limit in certain commodities in which the hedgers were facing difficulties in giving adequate physical delivery in case of adverse price movement.
2.Creation of Awareness:
Creation of awareness amongst the farmers, related bodies and organizations including the ones which could be potential hedgers / aggregators and other market constituents has been one of the major activities of the Commission in last three years. During 2009-10, 515 awareness programmes were conducted for various stakeholders of the commodity futures market. Of this, 423 programmes were held exclusively for farmers. In the previous year, (2008-09) 197 awareness programmes were held, of which 107 were held exclusively for the farmers. The programmes were being conducted at different locations all over the country. These awareness programmes were attended by different category of market participants ranging from farmers, traders and members of Commodity exchanges to bankers, cooperative personnel staff and students of Universities, Government functionaries, warehouse professionals, agricultural extension makers etc. These awareness programmes have resulted in creating awareness among the various constituents about commodity futures trading and the benefits thereof. The programmes were organized in association with various organizations/universities having connectivity with the farmers, viz. agricultural universities, NIAM, NABCONS/ NABARD, MITCONS, farmer cooperatives and federations, GSKs, CIFA, National & Regional Based Commodity Exchanges, etc.
3.Sensitization of officers involved in policy making for Agricultural Sector:
Sensitization programmes have been organized by the Commission for senior State Government and Central Government functionaries. During the year, 5 such sensitization programmes were organized at IIM, Bangalore and IICM, Navi Mumbai. The objective of the programmes was to create awareness among the senior Central Government and State Government officers from the Departments of Civil Supplies, Agriculture, Cooperation, Marketing Federations, etc., about the concept and economic functions of the futures market the possible role they can play to promote and facilitate participation by various stakeholders, especially farmers, in the commodity futures market, and the use of price information emanating from the futures market in their related policy making decisions.
4.Capacity Building Training Programmes
FMC has been organizing training programmes for market constituents and their officers as part of its capacity building endeavors. The capacity building efforts of the Forward Markets Commission are meant to complement the awareness creation activities of the Commission. Training on Commodity Futures Market is being imparted to policy makers, university staff, students, extension workers, farmer federations, Cooperatives, banks and officers of agencies working at the grass root level to enable them to educate market participants about the economic significance of the market and means of participation in the market. Special training programmes are being organized for trainers who may take up the responsibility of educating the farmers about the futures market.
In the year 2009-10, FMC organized 63 capacity building programmes the training programmes, workshops and seminars were organized for the benefit of the functionaries of the above organizations through various Institutes such as VAMNICOM, Pune; IICM, Navi Mumbai, N.G.Ranga University, Hyderabad, Topic, Gurgon, MANAGE, Hyderabad; Pondichery University, Indira Gandhi Institute of Cooperative Management, Assam Agricultural University, Tamil Nadu Agricultural University, Coimbatore; Institute of Cooperative Management, Jaipur, NIBM, Pune, CAB, Pune, NABARD, etc. Three Capacity Building Programmes were held for FMC officers and staff to strengthen their capabilities in administration and regulation of market through Regional Training Centre, Govt. of India Mumbai, Bombay Stock Exchange & Research Development Association, Jaipur. The programmes are expected to train functionaries of related organizations with a strong rural presence and working directly or indirectly with farmers, so that the message of futures market is taken to the grassroots-producers, processors and traders.
5.Promotion of commodity related education and developing a talent pool:
Due to the loss of domain expertise over 2 generations on account of ban on futures trading in the 1960s through the 1980s, at this juncture, the subject of commodity futures trading is in a way a new subject in India. FMC and the Department of Consumer Affairs had taken up the matter of introducing courses on Commodity Futures in Universities and Management Institutes, with the Ministry of Human Resources Development, Government of India.
The Commission is organizing awareness programmes for faculty and students of Agri-university management institutes of other colleges in the area of commodity future market to create awareness and interest in the subject and also expose them to the employment opportunity available in the sectors.
During 2009-10, the Commission provided summer internship to twelve students from KIIT School of Management, Bhuvaneswar, Orissa (2), the Indian Institute of Management, Ahmedabad (IIM-A) (4), the IIT, Mumbai (1), the Department of Management Sciences, University of Pune (1) 
Aggregation Model for Farmers" participation:
The Commission is making efforts through the National Exchanges to develop a model of "aggregation", so that various agencies, viz. Cooperatives, Farmers" Associations, State Marketing Federations, Non-Government Organizations and Banks would be able to act as Aggregators and take consolidated positions on behalf of groups of farmers to facilitate their hedging operation and transfer the benefit of futures trading to them. The Exchange, in turn are field testing aggregation models on a pilot basis in association with NGOs and financial institutions. The Commission has also taken up the issue with representatives of major cooperatives, marketing federations, NGOs, Banks and other organization having requisite domain knowledge and experience to act as an interface and facilitator between the farmers and the futures market. The matter has also been taken up with the State Governments to elicit their co operation.
7.Project for Price Dissemination:
The Forward Markets Commission has, in association with the Commodity Exchanges, initiated a process of dissemination of futures and spot prices of agricultural commodities at various mandis, under the AGMARKNET. The FMC proposes to extend the project to post offices, rural branches of the Banks, warehouses, offices of cooperatives and other areas frequented by the farmers. The dissemination of price information is expected to help various hedger groups, especially farmers, in their pre-sowing and post harvest decision making process and hedging their price risks in the market. The project for dissemination of spot and futures prices in agricultural commodities of relevance to particular States / areas / mandis is being implemented in consultation with AGMARK. During the year 2009-10, price ticker boards have been installed in 183 Mandis spread across 14 States. During the year, 2010-11, it is proposed to install electronic price ticker Boards in 797 mandis including 92 in the North East Region.
In addition to this, price tickers of the commodity exchanges are run during news telecasts on Doordarshan. Besides, future prices discovered in the Exchanges are published in newspapers, displayed in railway stations and bus stands, rural bank branches are available on mobile phones, etc. Thus, the opacity of prices that existed earlier has reduced considerably and conditions have been created for better integration of various spot markets across the nation.
8.Exhibitions
The 
9.Meetings with Stakeholders
The Commission conducted various meetings with different category of stakeholders of the futures market to take feed back from them to improve the functioning of the futures markets. The inputs received during these meetings were utilized while framing the regulatory policies in the Commission. Such eight meetings were conducted during the year for various stakeholders of the Commodity Futures Market, including members of national exchanges; Agriculture Sector based corporate entities, farmer leaders and farmer opinion makers. These meetings served as an interface between the FMC, the exchanges and the market users to facilitate coordinated efforts for developing the commodity futures market.
Inspection of books of accounts of Exchanges and their members:
The Commission has been inspecting the books of accounts of the Exchange -Members, particularly of National level Commodity Exchanges, viz. MCX, Mumbai, NCDEX, Mumbai and NMCE, Ahmedabad on a regular basis since 2006-07. During the year 2009-10, 298 new audits in the case of members of National Commodity Exchanges were assigned. Besides, audit of 3 National Exchanges and 14 Regional Exchanges were also assigned to the auditors.
X. Conclusion:
In India, the regulatory body of commodity market has taken some initiatives to the general public to understand its various operational conditions which is prevailing in regulation, system of operation and the players involved and promotional activities taken since liberalization has come to the general publics awareness, which would be of immensely helpful not only to the investing community but also to the common man in all respects.
